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Abstract
Policymakersmakeeconomicforecastsforthefutureeconomicstabilityandthe
developmentoftheirowncountries.Tomakepolicydecisionseffectively,accurate
forecastsarerequired.Lowqualityofforecastsmayreduceconfidenceinthe
marketsanddestabilizeconditionsinaneconomy.Policyauthoritiesareneededand
requestedtopredicteconomicvariablesasaccuratelyaspossible.Thispapershows
thattheIMFcanpredicttheeconomyone-quarterahead.
1.Introduction
Policydecisionsrequireaccurateforecastsoffutureeconomictrends.
Consumersandcompaniesneedtoobtainaccurateforecastdatatodecide
theiractions.Inreality,forecastmodelsaremis-specified,theeconomyis
subjecttounanticipatedshifts,andthefailuretomakeaccuratepredictions
isrelativelycommon(HendryandEricsson,2001).TheInternationalMonetary
Fund(IMF)alsoforecastseconomicactivityandissometimesevaluated.
TheforecastsseemtorevealwhatIMFknowsaboutthecurrentandfuture
conditionsofeacheconomy.ConfidenceinIMFforecastsmayberelatedto
theaccuracyofforecastsingeneral.
Moderndevelopmentsininformationandcommunicationtechnology
haveenabledforecaststhatfrequentlydependupontheperceivedneedsof
thepotentialusersoftheforecastsandalsoontheavailabilityofupdated
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data.MuchattentionhasbeenpaidnotonlytotheIMF'sforecastsbutalso
tothoseofotherinstitutions.
TheforecastdatacalculatedbyIMFareevaluatedallovertheworldand
employedinbothacademicandbusinessworlds.Theseforecastsreceive
muchattention.Ontheotherhand,itisuncertainwhetherornotthese
forecastsareaccurate.Theevaluationdependsonpeopleormarkets.It
isnecessarytoexaminethesepredictionsastheyareveryinfluentialand
sometimesaffecteconomiesallovertheworld.Recentlyafewpapershave
shedlightontheaccuracyoftheforecastsofthemaineconomicinstitutions.
Intheacademicfield,Lamont(1995)indicatedthatforecastersmayusetheir
forecaststomanipulatebeliefsabouttheirabilityinthepresenceofprincipal-
agentproblems.DominitzandGrether(1999)employedempiricalanalyses
andfoundthatlaggedvariablesandconstanttermsarenotsignificantly
differentfromzero,soforecastersseemtobeusinginformationfrom
severalsources.Galitietal.(2009)statedthatfbrecastersareo丘encriticized
forfailingtopredictoutcomesandthatthiscriticismcanbejustifiedif
theforecastersrelyonpointestimatesratherthanprovidingameasureof
theuncertaintyaroundtheirestimates.KimandKim(2009)foundhighly
persistentsystematicmistakes,whicharedrivenbyinefficientuseofavailable
information,andrejectedtherationalexpectationshypothesis.Kajal
andXuguang(2010)showedthatprofessionalforecastersbeginandhave
relativelymoresuccessinpredictinginflationthanrealGDPforsignificantly
longerhorizonsbecauseofdataavailabilityandfrequency.However,onlya
fewpapershavebeenpresentedandnoneofthemfocusonIMFforecasts.
ThispapershedslightontheIMFrelativetomainInternationalInstitutions
andexamineswhetherornoteitcanpredicttheeconomy.
Thisshortpapershowsdefinitionsanddatainsection2.Section3
employsandshowsanempiricalmethod.Section4showstheresultsand
analyzesthem.Finallythispaperendswithabriefconclusion.
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2.Data
ThedataemployedhereisfromIMF'sWorldEconomicOutlook.They
areone-year-aheadforecastsfortheperiod1985-2009forthreeeconomic
variables:realoutputgrowthrate,inflationrate(consumerprices),and
unemployment.Theactualdataarealsofromthesamesource.Countries
includedareG8countries(exceptRussiabecauseofdataavailability).
3.Empiricalanalysis
Theregressionequationemployedhereisasfollows:
At=αo+α1Pt、t.t+E[,t-1 (1)
whereAandParetheactualandpredictedvaluesfortimet.Theforecastis
conditionaloninformationavailableattimet-1.Itisaone-year-aheadforecast.
Forinformationalefficiency,thenullhypothesisisao=0,andα1=1.Arejection
ofthehypothesismeansthattheforecastsarebiasedand/orinefficient.
ThispaperemploystheMincer-Zarnowitzregressionmethod.'This
methodusesinformationabouttheconditionofeacheconomy.Arevised
estimationisemployedasequation(2):
At=αo+αlPt,ト 且+α2Dt,t.1+Ec,c.1 (2)
whereDtisadummyvariablethatreflectsthestateoftheeconom》Inthe
casesofgrowthandunemployment,thedummyvariablehasavalueoflif
theeconomywasinarecession(continuouslyforthreeyears,decreasedfor
growthandincreasedforunemployment)andzerootherwise.Forinflation,
thedummytakesonavalueof1(continuouslyforthreeyears,decrease)and
zerootherwise.Thelointnullhypothesisis:αo=0,α1=1,andα2=0.Ifthe
coefficientsarenotzero,itcanbejudgedthattheycontaininformationthat
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canexplaintheforecasterrors.ThisalsomeansthattheIMFdidnotusethe
informationontheconditionoftheeconomy.21nthispaper,twodifferent
methodsareexamined.Oneisthecaseofaone-year-aheadforecastandthe
otheristhecaseofacurrentforecast.
Notehowthecurrentforecastdiffersfromtheone-year-aheadforecast
fromthepreviousyear.Itshouldbechecked.Bothforecastsarecheckedin
equation(3):
Pしt-Pt,t-1=βo+β且St+Ec (3)
Nextsectionperformsempiricalanalysesandexaminesthem.
4.Empiricalresults
Theresultsofequation(2)areshowninTableslaandlb.
Tablela.Currentforecasts
ConstantSlopeDummy1Dummy2Dummy3WaldTest
Growth 0.355
(0.156)
0.997***
(0.041)
一〇.441
(o.s62)
0.04
Inflation
一〇.314**
(0.124)
1.003***
(0.022)
0.223
(0.127) 0.03
Unemployment111:
(0.046)
0.998***
(0.003)
0.019
(0.018)
1!:
***,**,and*aresignificantat1%,5%,and10%levels.Parenthesesarestandarderrors.
Tablelb.One-year-aheadforecasts
ConstantSlopeDummy1Dummy2Dummy3WaldTest
Growth 1.426***
(0.531)
0.878***
(o.i6a>
一1.592
(0.512)
0.007
Inflation
一〇.448
(0.341)
0.997***
(0.044)
0.314
(0.087)
0.002
Unemployment0.0053
(0.088)
0.978***
(0.OlO)
0.024
(0.041)
o.00s
***,**,and*aresignificantat1%,5%,and10%levels.ParenthesesareNewey-Weststandarderrors.
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Thecoefficientsofthedummyvariablesarenotallsignificantinthetwo
equations.TheseresultssuggestthattheIMFknowstheconditionofthe
economyforthenextperiod.
Inthecaseofthegrowthequation,thedummyvariableisnegative.
ThismaymeanthattheIMFhasoverestimatedtherealGDPduringthe
recessionperiod;however,itisnotsignificant.Inthecaseofinflationand
unemployment,theIMFmayunderestimatetheforecasts;however,theyare
bothnotsignificant.Again,wecansaythattheIMFforecaststheeconomy
correctly.
Theestimatedresultsofequation(3)areshowninTable2.
Table2.Biastestforforecastrevisions
ConstantDummy1 Dummy2 Dummy3
Growth 0.988博
(0.177)
一〇.782
(0.313)
Inflation
一〇.237*
(o.isi)
o.isi
(o.ios)
Unemployment
一〇.110***
(0.022)
0.119
(0.035)
***,**,and*aresignificantat1%,5%,and10%levels.Parenthesesarestandarderrors.
Wheninarecession,itisexpectedthatIMFrevisestheGDPdownward
andalsorevisesunemploymentupward.Wheninflationisincreasing,the
IMFforecastsinflationupward.However,thisisnottrue.TheIMFforecasts
economicvariablescorrectly.Sinclairetal.(2010)statedthatforecasts
containsystematicerrorsandthattheyoverestimatetherateofgrowth
duringslowdownsandrecessionsandunderestimateitduringrecoveriesand
boomsinthecaseoftheFed.Theresultsaresimilartothoseofthispaper.
5.Conclusions
ThispaperemployedforecastdatafromtheIMFandfoundthatthe
conditionoftheeconomycanbeforecastbytheIMF.Alsowecansaythat
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systematicerrorsdonotexistintheforecasts.
Policymakersshouldpredicttheeconomyforsoundeconomicgrowth.
Iftheycannot,peopleloseconfidence,whichsometimescausesserious
economicrecessionorinstability.Thispaperemployedempiricalanalyses
tochecktheaccuracyofthedataoftheIMF'sthreevariables.TheIMF
couldhavepredictedtheeconomyinthesampleperiodatleastfortheG7
countries.
Notes
1.SeeHoldenandPeel(1990)andSinclairetal.(2010).
2.TheMincer-Zarnowitzregressionisactuallyajointsetofasymmetricloss
functionandinformationalefficiency.However,theIMFmaynothavea
symmetriclossfunction.Sinclairetal.(2010)analyzedthecaseoftheFed
usingtheGMMmethodandover-identificationtests.TheFedmayhavean
asymmetriclossfunctionforinflationrate.SeeElliottetal.(2008).
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